We present the business federation as a new organizational form. We illustrate how management consulting firms can achieve economic growth through operating locally within an international network. We use management consulting firms operating in Western Europe as our empirical setting. Within the business federation local offices gain access to resources through an extreme form of delegation as it is not top management that delegates to local offices but rather local units that give top management the permission to handle certain tasks because it is most efficient to do so. Using questionnaire as instrument, the article illustrates how the business federation is supposed to function through the use of five organizational design parameters. The research shows a support for the claim that firms that operate close to principles of the business federation achieve a stronger economic growth than other firms operating further away from the federation, using profits per partner as the criteria. Firms that started out from strategy consulting achieve a higher growth rate than other firms. The research contradicts claims found in the academic literature as alternatives to the partnership model supports economic growth.
observes successful firms moving from practicing a "make-and-sell" strategy to a "sense-and-respond" strategy using the market place as a learning arena. Thus, a market-oriented and a learning organization are compatible with the service-centered model (Slater & Narver, 1995) .
The emerging service-centered dominant logic is also compatible with emerging theories of the firm (Teece et al., 1997) stressing that economic uncertainty calls for a more dynamic approaches in analyzing, formulating and implementing strategic possibilities. For this reason we use an approach derived from evolutionary economics illustrating that the use of dynamic competences is dependent on routines (Nelson & Winter, 1982) .
Towards the Business Federation in Management Consulting Firms
Increased turbulence, increased change and knowledge requirements have led to increased complexity, both internally and externally in organizations. As a consequence, co-creation becomes more important. By using co creation as a tool it is possible for firms to identify and explore business opportunities by taking an entrepreneurial strategic posture, building on strong performance incentives. Being entrepreneurial allows a firm to be responsive to lucrative market opportunities. An entrepreneurial strategic posture can also give advantages by responding quickly to business opportunities at the same time as firms can be able to repress business threats. Being agile evolves staying nimble and flexible, open to new evidence, ready to reassess past choices and change direction as business opportunities are explored and exploited. Handy (1992 Handy ( , 1994 extends the nature of contradictions that managers face to issues related to power and control. He adds that a major challenge for modern businesses is to try to achieve the advantages of large firms as well as small ones. Handy is of the opinion that the federalist concept, applied to the business context, is particularly appropriate to deal with managerial contradictions. A company that seeks growth can emphasize an organizational model that tries to solve the dilemma of operating locally within an international network. This dilemma should be in accordance with the times we live in. We wish to be a part of a strong entity at the same time as we prefer a high degree of autonomy in our professional lives. Within the business federation it is not the top management that delegates to local units but rather local units that give top management the permission to handle certain tasks because they are handled more efficient at the top, for example when introducing corporate support services. The center does not direct or control, but rather advices, coordinates and influences, being well aware that initiatives generally come from local levels (Handy, 1992; Handy, 1994) .
Introduction of a Building Block Systemin Order to Describe the Business Federation
A number of management thinkers and researchers advocate a process of renewal of corporations which inevitably will lead them to behave more in accordance with federalist principles (Simon et al., 1950; Drucker, 1954; March & Simon, 1958; Provan, 1983; Bartlett & Ghoshal, 1988; Bartlett & Ghoshal, 1995; Handy 1992; Handy, 1994) . However, these authors only provide a partial understanding of the importance of federalist behavior. We describe federalist behavior though the use of a building block system consisting of autonomy at local levels, the extent to which local offices share resources, ownership of resources at local levels, lack of hierarchical control of local units, and how corporate services can be used. The building block system represents a guide for how to hold international management consulting firms together, and illustrates how co-creation can be used in the sampled firms.
Autonomy
It is often assumed that autonomy can promote entrepreneurial activities. This argument can also be used in studies of the business federation since autonomy can influence entrepreneurial processes. The relationship between autonomy and performance is assumed to be positive since local levels may serve clients in a better way than the corporate level can. Our findings support this argument.
Resource Sharing / Interdependence
Management consulting firms face challenges in providing local offices with access to limited resources without duplicating costs. This requires specialization and coordinated efforts among local offices, in accordance with marketing thinking as individuals and companies are constantly moving toward more specific specialties (Shugan, 1994) . A positive relationship between resource sharing and economic performance can be expected. Our research supports this argument.
"Ownership"
Within management consulting firms it is generally assumed that partnership models, with the use of up-or-out promotion policies, can make sense since a firm's reputation among clients and other market intermediates are closely related to the perceived quality of the partners. Our findings do not support such an argument as the partnership model might not function as expected since it may involve a loss of considerable firm-specific knowledge.
Control Mechanisms
Social means of control, consisting of ideology, culture and sanctions, can regulate behaviors at local levels within the business federation. By ideology we mean integrated set of beliefs that unite a firm so that members are ensured basic knowledge on how a firm is supposed to work. Culture can be regarded as cognitive mindsets, manifested through behaviors and language. Sanctions can involve that group members punish colleagues who violate goals, norms and values, ranging from gossips and rumors to ostracism and sabotage (Ferlie and Pettigrew, 1996) . Social means of control are supposed to have a positive effect on performance. Our findings support this argument.
Corporate Services / Boosting Units
Through the use of corporate services management consulting firms can leverage cumulative experiences found in the client base. Local offices can concentrate on promoting entrepreneurial processes. Our findings are in accordance with this argument.
Top Management Consulting Firms Used as the Empirical Setting
The top management consulting industry represents the empirical setting of the research. Given the nature of the consulting industry, it maybe expected that consulting services provide an adequate setting for the adoption of changes in design parameters which can move firms towards the business federation. The business federation can balance the need for coordination and local autonomy. Therefore, insights derived from the business federation can be used to explain phenomenon of specific configuration choices in strategy consulting firms.
The sample is drawn from a population of local offices within strategic practices being located in eleven West European countries. All leading international consulting firms decided to participate in the research. The research is restricted to internal configurations of consulting firms, with an interest in the relationship between local offices and the head quarter. Only management consulting firms with offices in several countries are included in the sample.
The unit of analysis is local offices within management consulting firms with international operations. Within the local offices we limit the analysis to top management consulting. Such consulting is conceived to include formulation and implementation advice, as well as related areas such as restructuring, and mergers and acquisitions. The research focuses on a relatively homogeneous group of services enhancing the likelihood of correct interpretation of common categories. Differences in office attributes have been allowed for, such as the diversity of consulting services offered, founding year of the firm, size of offices and the ownership structure.
The target population is made up of European management consulting firms, specializing in strategy. A database of local managing directors was compiled, including the information provided by the firms and field directories. The population consists of 185 national offices. A total of 65 local offices responded to the survey, which represents a 35 % response rate. Eight top consulting firms provided three or more responses from different countries. Four responses were dropped from the analysis because they could not be correctly defined as strategy consulting practices.
Data collection posed major challenges given the small population size, the nature of information requested, and the industry's norms regarding secrecy. In order to maximize the response rate the questionnaire was extensively pre-tested. A preliminary questionnaire was returned from nineteen local offices in Norway and Spain at the end of 1997. Meetings with senior consultants in Spain helped to refine the questionnaire before being used in a larger European survey.
A survey, directed towards the selected 185 local offices, generated 38 responses in March 1998. A duplicate copy of the survey was sent by fax in November 1998 providing 27 additional responses. We report the results received until the middle of December 1998. The questionnaire made it explicitly clear that the relevant situation was the one prevailing in January 1998. All firms were international in their scope of activities, yet with different degrees. All firms offered various services in addition to top management advice. Eight firms had top management services as their primary area of activity.
The questionnaire is divided into 14 parts. Three sections are devoted to the measurement of autonomy of local offices, two to control of the office by the head-office, one to the existence and rules governing the use of support services, one to ownership of local resources, and four to interdependence and resource sharing between local offices. All explanatory variables were coded so that higher values imply closeness to the federation and lower values correspond to deviation from federalist behavior. Two sections measure performance at the office level, another one tries to capture the strategy focus, and a final section, contains basic demographics of a given local office.
Performance Measures
Given the exploratory nature of this study, it was decided not to use the full set of performance indicators included in the questionnaire. "Profits per partner" was selected in favor of ranks on "total revenues" and "revenues per consultant" since the former is a more comprehensive measure of performance capturing the aspects of the relationship between the partners and the firm (for example, the institutional configuration of power and ownership of the firm), which the other indexes would not cover.
Control Variables
We measured the focus of the strategy practice within in its attempt to add value to customers. We also asked about demographics of the strategy practice, covering aspects such as age and size. As explanatory variables the following was chosen in order to describe federalist behavior: autonomy of local offices, control mechanisms over local offices, supply services, ownership over local resource, and resource sharing/independence between local offices.
Autonomy of the Local Office
We presented three types of questions, one related to the degree of flexibility in customizing services to specific clients, one to the nature of authority of the local office, and one to the possibilities to decide on issues, for example when entering into an alliance at local levels. We ran an exploratory factor analysis as a variable reduction technique. Four meaningful factors explained 73.1 % of the variance, based on 56 observations. The factors, which emerged after rotation, can be described as:
Factor 1 (22.98 %). Autonomy in setting the institutional configuration of the company in the country of the local office; entering into an alliance (0.859), merging at a national level (0.868) and promotion to a partnership position (0.779).
Factor 2 (12.60 %). Autonomy in defining the business strategy of the office; expanding into new segments (0.854) and changing business strategy (0.633).
Factor 3 (13.36 %). Autonomy in decisions involving the use of local resources; local skills used by foreign offices (0.708) and following a client abroad (0.821).
Factor 4 (24.15 %). Autonomy in serving customers (operational autonomy); standard client fees (0.875), customizing services (0.712) and how to serve clients (0.779).
Resource Sharing / Independence
Four sections were devoted to focus on resource sharing and independence. In the first section we tried to measure the extent to which local offices use formal means (systems, procedures and politics) designed to share resources with other offices. In addition, we used informal means as guidelines for sharing resources. We also asked for the percentage of time consultants used in other local offices in order to analyze interdependence between local offices more closely.
Factor analysis generated three common factors, with all twelve original variables included explaining 68.93 % of the variance. Higher degrees of independence and more use of formal means of resource sharing are consistent with closeness to the business federation. A priori, we associated more intense use of informal means of resource sharing to be in accordance with federalist principles, however without a theoretical argument supporting this link.
Factor 1 (25.28 %) . We focus at formal means of resource sharing, mainly sharing of information; formal means/serving clients (0.876), informal means of serving clients (0.683) and formal means of managing a local office (0.761). 
Ownership over Local Asset
A main characteristic of the business federation is that power belongs to the lowest level in the hierarchy, in accordance with principles of the co-creation literature (i.e. Day, 1994 Factor 2 (39.54 %). Local ownership of intangible assets located at the local levels; professional skills (0.857) and the relationship with clients (0.890).
Control over Local Units
The measurement of control of local units was used in order to focus on the extent to which local units can deviate from standards set by head office. We also measured the extent to which head office regulate activities of the strategy practice within local offices. Factor analysis generated three common factors, with the inclusion of ten of the original fourteen items, explaining 74 % of the variance. On the first and the third factors 56 observations were used, while 57 observations were used on factor two. . Lack of bureaucratic control; job description on functions and activities (0.976), and written rules and standard procedures (0.982). * The original scale was reversed in such a way that higher values indicate more freedom to deviate from standards. ** The original scale was also reversed so that higher values would indicate the non-existence of bureaucratic control since this was presumed to be associated with federated principles.
Supply Services / Boosting Units
Eight types of possible support services were listed. The respondents were asked to mark on items inquiring about whether the service is available, and, in the case the service was provided, whether the office was free to decide how to use it, and whether the office had to pay for such services. We counted the number of occasions each event occurred. These measures serve as a proxy to capture to what extent supply services existed and the rules governing their use.
Even though the computer suggested using one factor, we decided to use two since we anticipated two different components associated with the use of supply services. Two meaningful factors explained 90 % of the variance, based on 54 observations. We measured both the number of services and the freedom for how to use them. The factors weighted equally. We decided to include the variables in the composition of each factor, with corresponding factor loadings.
Factor 1 (45.19 %).
The existence of shared services operating with market rules/freedom to decide how to use and subject to an internal market for services; number of services to pay for (0.957 %) and number of services/freedom to use shared services (0.645).
Factor 2 (44.68 %). The existence of support services not compulsory for local units; number of supply services available (0.958) and number of services/freedom to use them (0.633).
Factor Analysis and Regression Analysis
In accordance with the exploratory purpose of the research, we used a number of simple techniques in order to learn from data collected. We first ran an exploratory factor analysis (with Varimax rotation) to gain insights on the underlying interrelationships among original variables included in each design dimension.
Rotated Factor Analysis as Inputs in a Regression Analysis
To explain the effect of design choices associated with the business federation on performance we estimated a series of OLS regression models, using the results of rotated factor analysis, described in the former section, as inputs in the regression.
We compared and contrasted the results of regression under two different schemes of factor composition: first, when variables are included in the factor model with their respective factor loading, and on the other, when the principal components include only the factors giving meaning to the factors. The initial results were not very different, yet some regression coefficients were not stable across models due to interaction effects, not initially included in these comparison analysis. We chose to use the case where factors were formed including only the original variables which provided meaning to each factor.
Findings and Interpretations
BOOSTING F1 captures the existence of shared services where local offices are free to decide how to use such services. Market conditions regulate the relationships between local offices and support service units found centrally. On the other hand, the mere availability of more support services is not associated with performance, as the negative sign of BOOSTING F2 suggests. "Local ownership of economic resources generated" has not a clear effect on performance, with alternate signs and not significant slopes. On the contrary, "local ownership of intangible assets located at the local level" (OWNERSH F2) shows a negative main effect if we do not take into account interaction effects, yet it turns out to be high, positive and significant if we are able to remove some of the interrelationships with other factors. "The use of formal means of sharing information" has a positive effect on performance. However the level of significance is low. "The use of informal means of resource sharing across offices" has a consistent negative effect on performance.
The estimation of the models presented clearly suggests the existence of interaction effects and moderated causal relationships in addition to direct effects. The parameter of AutoF3*ControlF3 (2.07) implies that for every unit that "lack of bureaucratic control" increases, the slope of "autonomy over the use of local resources" on performance increases with two units. The coefficient 1.93 of AutoF3*ExpShINTP suggests that the slope of "autonomy over the use of local resources" on performance increases almost two units, giving a one unit increase in "interdependence and formal means of sharing knowledge". However, we would have expected that the lack of operational control coupled with benefiting from operational autonomy would permit an office to tailor-make products to specific needs of national markets, and therefore be positively related to performance. Consistent with the theoretical framework is the positive and consistent effect of internal use of corporate services/boosting units could be expected.
Insert Table 1 Here "Local ownership of resources generated" has not a clear effect on performance, with alternate signs and non-significant slopes. "Local ownership of intangible assets located at the local level" (OWNERSH F2) shows a negative main effect if we do not take into account interaction effects, yet it turns out to be high, positive and significant if we are able to remove some of the interrelationships with other factors. "The use of formal means of sharing information" has a positive effect, but does not reach a level of significance. "The use of informal means of resource sharing across offices" has a consistent negative effect on performance.
We present the interpretation of certain interaction terms. We suggest that these interaction terms are significant. The parameter of AutoF3*ControlF3 (2.07) implies that for every unit that "lack of bureaucratic control" increases, the scope of "autonomy over the use of local resources" on performance increases with two units. In similar terms, the coefficient 1.93 of AUTOF3*ExpShlNTP suggests that the scope of autonomy over the use of local resources on performance increases with almost two units, given a one unit increase in "independence and formal means of sharing expertise". However, we would have expected that the lack of operational control coupled with benefiting from operational autonomy would permit an office to tailor-make offerings of the firm to specific needs of local markets, and therefore be positively related to performance. Thus, the negative effect of AutoF4*Control F2 is counterintuitive.
Cluster Analysis and Regression Analysis
A cluster analysis was conducted in order to test which effect closeness to the business federation can have on performance. Our reasoning is that the more firms where involved in co-creation of services with clients, the more federated it would be. If it so that firms operating closer to principles of the federation achieve higher economic growth than firms operating further away from principles of the business federation, the organizational form can make sense for companies in our sample.
We attempted to control for other factors that can explain performance. We included origin (strategy practice or not), ownership structure (partnership or other organizational arrangements), the year the firm was founded, number of European consultants, number of strategy consultants at the local office, the age of the local offices, ownership structure, and the number of European consultants, as factors.
Since research on management consulting firms has not reached a very advanced level, it makes sense to conduct an inductive analysis. Through the use of K-means clustering we attempted to maximize within-cluster homogeneity relative to between-cluster heterogeneity. After initial cluster centroids are selected, each observation is assigned to the group with the nearest centroid. As each new observation is allocated, the cluster centroids were recomputed. To arrive at a reasonably good solution, passes were made through the dataset until no observations change clusters, leading us to conclude that the final solution optimizes within-cluster homogeneity and between-cluster heterogeneity. In order to meet these requirements the numbers of clusters were specified a priori.
The computer recommended four clusters, which is in accordance with our reasoning. The solution gives a strong degree of significance of the attributes for explaining federalist behavior. The value for operational autonomy was (0.059), autonomy in the relationship with other local offices was (0.077), cultural control scored 0.020 and the values for the rest of the attributes were 0.000.
One cluster (cluster two) seems to operate close to federalist principles while another one seems to operate far removed from such principles (cluster four). The two other clusters can be described as behaving between these two clusters. In order to give the reader a better idea of the values of different clusters, see figure two where C1, C2, C3 and C4 represents the values of cluster one, two, three and four, respectively.
Insert Table 2 Here
Performance within the Four Clusters
We use profits per partner as the criteria to measure performance, using cluster two as the dummy variable. We suggest that cluster two operates closest to federalist principles. If this is the case, negative values of cluster one, three and four should be expected at significant statistical levels, making it possible to indicate that closeness to principles of the business federation has a positive effect on performance. When running a regression analysis we included the same demographic variables as we used in the factor analysis. Running a cluster analysis a R2 value of 0.87 and an adjusted R-square of 0.56 were achieved.
We also ran an analysis excluding control variables in order to get an indication of the importance of cluster membership. An R square of 0.438 was achieved, with an adjusted R square of 0.122. This means that of an adjusted R square of 0.56 only 0.122 was explained by cluster membership.
Cluster two performs better than cluster four. However, since the levels of significance for cluster one and cluster three is low, it is not possible to conclude that cluster two performs better than cluster one and cluster three.
The findings support the argument that firms staring out from strategy achieve a stronger performance than other types of firms. Number of strategy consultants at the local level has a strong positive effect on performance. The research finds support for the argument that firms with a long experience score higher than firms with a shorter experience in the management consulting field.
Discussion and Conclusion
New patterns of competition threaten firm survival in virtually all industries. At the same time well-established management tools are no longer as relevant as they once were. We introduce the business federation as a new organizational form suited for firms facing dynamic and turbulent business environments. However, the conclusions provided can only be partial and preliminary as a result of a relatively small sample size.
A service-centered view identifies operant resources, especially higher-order core competences, as the key to obtaining competitive advantage (Vargo and Lusch, 2004) . Ultimately, the most federated firms might be those whose core competence is marketing and all its related market-sensing processes (Day, 1999; Haeckel, 1999) .
Historically, most communication with the market can be characterized as one-way, mass communication that flow from the offering firm to the market or to segments of markets. A service-centered view of exchange suggests that individual customers increasingly specialize and turn to their domesticated market relationships for services outside their own competences. The focus is shifting away from tangibles toward intangibles such as skills, information and knowledge, and toward ongoing relationships. Science has moved from a focus on mechanics on one on dynamic evolutionary development. Dialogue with customers becomes more important, where the objective is to ask and answer questions. Prahalad and Ramaswamy (2000) argue that customer rather than corporations are increasingly initiating and controlling this dialogue.
Using a bottom up perspective in order to tailor-make services, we argue that the days of mass-marketing are numbered. Today, firms are turning back to the competitive value of craftwork as an end in itself, where co creation becomes an important part of the service delivery process. Increasingly, companies succeed by offering tailored make services to carefully targeted market segments using crating as a method. Bottom-up organizations typically have an incredible appetite for experimentation with new ideas. Business renewal is at the center of the firm's attention as such a focus can lead to breakthrough performance.
Management consulting firms operate in dynamic and turbulent business environments. Change is driven by a myriad of socio-economic and technological factors that have influence on market trends and methods of satisfying customer needs. Management consulting firms need to achieve the benefits of adaptability and efficiency. Such firms seem to go further along the avenue to decentralization leading us to believe that certain companies can become federated. Our research suggests that large and older companies operating in multiple geographical locations within multiple businesses seem to be ahead of this emerging evolution. The business federation is not the only path. Some companies are retaining high degrees of centralization as they expand internationally, but we suggest that the trend is moving in the direction proposed in this study. 
